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Abstract 
This study investigates the role of fairness in tax compliance decisions among taxpayers in Malaysia. The 
impacts of tax knowledge and tax complexity on fairness perceptions are also examined employing the 
Theory of Planned Behaviour. To test the model, a questionnaire was administered among FGV Holdings 
Berhad employees in Head Quarters (HQ) located at Menara Felda, Platinum Parl, No 11 Persiaran KLCC, 
50088 Kuala Lumpur. The groups of respondents involved are employees drawn from different 
backgrounds which consisted of gender, age, ethnicity, education qualification, annual income, filing 
experience and position in the company. The findings shown that taxpayers perceived the current income 
tax system as fair but there was no conclusive evidence that such a perception had an influence on 
compliance behavior. Instead, attitudes and subjective norm were found to be most influential. Furthermore, 
tax knowledge and tax complexity were shown to affect fairness perceptions. 
 




Most government in the modern world, whether they are autocratic dictatorship or open democracies, 
generally depend on tax revenues as a major sources of fund to finance the country expenditure that is 
necessary to provide services and goods to people by imposing charges on citizens and corporate entities 
(Abdullah et al. 2014; Khasawneh, 2008; Gilligan and Richardson, 2005; Mansor & Tayib, 2010; Kasipillai, 
& Abdul-Jabbar, 2006). In general, a tax is defined as a payment to support the cost of government and a 
tax payer is any person or organization required by law to pay tax to a governmental authority (Abdullah et 
al. 2014; Kasipillai, 2000; Wenzel, 2005). To be a good tax system, the tax should be sufficient, convenient, 
efficient, and fair. One key aspect of the tax system relates to the extent of tax compliance. Tax compliance 
of taxpayers relates to the extent where tax payer enters and reports information that is needed, fill in the 
correct amount of tax, and pay tax on time, without any act of coercion. Tax compliance also been identified 
through the compliance term of register, in terms of compliance reporting, compliance in terms of reporting 
and paying tax owed, and in terms of paying delinquent tax (Salman, 2011). Krishnamoorthy (2006) have 
reported that due to the various offences, including failure to submit tax return forms, submitting inaccurate 
returns and providing insufficient information, the number of tax defaulters had increased by ten times 
between the years of assessment 2003 and 2005, after the implementation of SAS. IRB report in 2005 has 
reported that there were 239,666 tax defaulter cases in 2005 i.e. after the implementation of SAS as 
compared to 25,160 cases in 2003 before SAS was implemented. This shows that the problem of tax 
defaulters had increased after the implementation of SAS in 2004. The offences included failure to submit 
returns, declaring false returns and not providing sufficient information etc. Krishnamoorthy also reported 
that around one third of Malaysians eligible to pay tax did not do so, in 2005, and 1.3 million potential 
taxpayers did not file their tax returns. Associated to this, it was estimated that in 2005, the Malaysian 
government has lost approximately RM307.7 million due to tax non-compliance. The discussion above 
provides a clear indication that the existing income tax system under SAS is not well understood, with 
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unintentional or deliberate non-compliance by taxpayers. The reason for such noncompliance has yet to be 
explored but it may be associated with the tax fairness perceptions as indicated by numerous studies 
(Junaidah, et al 2013; Nartrah. S, 2010; Gilligan & Richardson, 2005). Besides that this study will examine 
on how tax knowledge and tax complexity influence fairness perception of tax system and how these 






Taxation and Self-Assessment System (SAS) in Malaysia 
 
Malaysia has adopted the Official Assessment System (OAS) since 1947. Under such system, 
taxpayers are assessed by the revenue authorities based on the tax return filed by them. Beginning 2000, 
the IRB is implementing a Self-assessment Income Tax System (SAS) in a staggered manner commencing 
with companies in 2001; business, partnership and co-operative in 2001 and salaried individuals in 2004 
(Junaidah J, 2013). Under the SAS, individual who has income accruing in or derived from Malaysia are 
required to disclose taxable income honestly, compute tax payable correctly, file tax return form and pay 
tax on a timely manner (Mahmood, 2012). The key feature of SAS is that tax return form is deemed the 
notice of assessment (i.e., the Form J). As such, the success of SAS relies heavily on the acceptance and 
cooperation of taxpayers, as well as on tax administrators and tax professionals (Loo, McKerchar & 
Hansford, 2005; Schisler, 1995). In summary, under SAS, the responsibility and obligation to assess the tax 
liability is on the taxpayers. Thus, taxpayers must have adequate tax knowledge in order to assess their tax 
liability correctly and to file tax return forms on time. Under SAS, taxpayers are obliged to take more 
responsibilities for getting their tax returns correct, since the information they give on their returns will be 
accepted at face value by the IRBM. If individual taxpayers fail to submit tax return, the IRBM will conduct 
their own assessment based on estimate and issue notice of assessment. Non submission of tax return form 
and late payment of taxes will attract monetary penalty; and for repeated offences, imprisonment will be 
imposed by the Court (Chong, 2011).  
In view to further intensify voluntary tax compliance, the IRBM instituted tax audit and 
investigation system. In January 2007, the tax audit framework and tax investigation framework were 
published to serve as a guide to taxpayers, tax agents and IRBM tax auditors. The probability of individual 
taxpayer being selected to tax audit is once in every five years. Any irregularities from the audit findings 
will be classified either incorrect return under section 113 or willful evasion under section 114. Penalties 
ranging from 100% to 300% and/or imprisonment up to 3 years will be imposed on tax defaulters (The 
IRBM, 2005). Krishnamoorthy (2006) reported that due to the various offences, including failure to submit 
tax return forms, submitting inaccurate returns and providing insufficient information, the number of tax 
defaulters had increased by ten times between the years of assessment 2003 and 2005, after the 
implementation of SAS. It was reported that there were 239,666 tax defaulter cases in 2005 i.e. after the 
implementation of SAS as compared to 25,160 cases in 2003 before SAS was implemented. This shows 
that the problem of tax defaulters had increased after the implementation of SAS in 2004. The offences 
included failure to submit returns, declaring false returns and not providing sufficient information etc. 
Krishnamoorthy also reported that around one third of Malaysians eligible to pay tax did not do so, in 2005, 
and 1.3 million potential taxpayers did not file their tax returns. Associated to this, it was estimated that in 
2005, the Malaysian government has lost approximately RM307.7 million due to tax non-compliance. 
In an effort to collect tax arrears, the IRBM has imposed a ban on tax defaulters from leaving the country 
and prosecuting them. The ban from leaving the country is made under section 104 of the Act. In 2005, the 
number of individuals banned from leaving the country totaled 10,933, with outstanding tax payments of 
RM281.27 million (The IRBM, 2005). In 2007, Nan Yang Siang Pau has reported that the number of 
individuals banned from leaving the country increased to 39,867, involving RM1.4 billion in outstanding 
taxes. The shift from Official Assessment System (OAS) to Self-Assessment System (SAS) in 2001 has 
been considerable changes take place in the tax system in Malaysia. From the taxpayers’ perspective, the 
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change is more burdensome as the responsibility to compute and file tax returns rests solely with them (or 
with their tax preparers), which undoubtedly requires good knowledge of the tax system and reduced tax 
complexity. On the whole, encouraging voluntary tax compliance among taxpayers is a challenging task, 
but it is certainly the main agenda for many tax administrators throughout the world. Acknowledging this 
fact, numerous studies had been done to study the factors that could lead to non-compliance and avoidance 
of tax. Past studies have identified a few factors leading to this issue and will be further discussed in the 
next section. 
 
Tax Fairness Perception 
 
Many researchers (e.g. Richardson & Sawyer, 2001;  Jackson & Milliron, 1986; Porcano, 1984) 
agree that tax fairness is a multidimensional concept. Gerbing (1988) conducted a survey on identifying the 
dimension of tax fairness and found five fairness dimensions which are (i) general fairness/distribution, (ii) 
exchange with government, (iii) attitude towards taxes of the wealthy, (iv) progressive versus flat tax rate 
and (v) self-interest. In other studies conducted by Christensen et al., (1994) and Christensen & Weihrich 
(1996) also found the 5 tax fairness dimensions similar to Gerbing (1988). Many studies have been 
conducted to study the relationship between fairness perception and tax compliance. In 1980, Spice & 
Becker discovered that both perception and taxpayers attitude having a significant relationship with the 
decision to avoid tax. Turman (1995) and Roth et al. (1989) also confirmed that fairness perceptions 
influence tax compliance behavior. Additionally, Gilligan and Richardson (2005), Hite and Roberts (1992), 
Porcano and Price (1992), and Song and Yarbrough (1978) found that tax compliance to be significantly 
associated with perceptions of an improved tax system. 
It is proven that perceptions and reactions of the taxpayers is a crucial factor and cannot be 
neglected when developing strategies and tax planning. Taxpayers’ perceptions of a particular taxation 
strategy will affect their tax behavior to meet the designed strategy. Mustafa (1999) stipulates that taxpayers’ 
perceptions towards the existing assessment system (formal assessment system) and self-assessment system 
are important elements for policy makers. A positive perception by the taxpayer towards a newly introduced 




Tax knowledge is a crucial element in a voluntary compliance tax system (Kasippilai, 2000), 
particularly in determining an accurate tax liability (Palil, 2005; Natrah. S et al., 2009). In the absence of 
tax knowledge, there is a tendency for taxpayers not to comply with the tax law either intentionally or 
unintentionally (McKerchar, 1995). 
More recent studies carried out in Malaysia (Loo, 2006; Loo et al., 2008; 2009) also suggested tax 
knowledge to be the most influential factor to determine taxpayers’ intention to comply and compliance 
behavior under the self-assessment system. In other studies conducted by Kasipillai & Jabba (2006) and 
Kirchler et al., (2006), which documented that, possessing tax knowledge would lead to higher compliance 
rates. 
Tax knowledge is very essential in order to increase level of tax compliance (Richardson, 2005), 
without tax knowledge there is a tendency for taxpayers not to comply with the tax law either intentionally 
or unintentionally (Natrah. S, 2010). Tax education can influence the attitudes and behavior to comply of 
tax payers towards taxation which suggested the tax education need to be inculcated in a country education 
system in order for taxpayers and future taxpayers to be more comply and prepared with all tax law and 
regulations (Loo & Ho, 2005; Kasipilai & Jabbar., 2003). Tax simplicity appears to be a desirable feature 
of a tax system. A simpler tax system reflects a reduction in complexity and is identified as one of the 
variables that affect tax compliance (Jackson & Milliron, 1986). In many previous studies, wherever a 
taxpayer indicated that they had experience difficulty in complying, it was interpreted as a situation where 
complexity had been encountered. For example, an early study conducted by Vogel (1974) has shown that 
complicated tax returns, feelings of uncertainty and demands for legal completeness are some of the tax 
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complexities experienced by many taxpayers that subsequently deter them from complying. It is argued 
that a simple tax system that consist predictable, clearly communicated and consistent rules that are well 
integrated with other tax rules may consequently increases compliance (McKerchar, 2005).  
 
Tax Complexity and Fairness Perception 
 
Notwithstanding preferences by the tax authority and tax professionals, tax complexity actually 
causes negative perceptions of fairness among taxpayers. In Malaysia, Mustafa (1996), who studied 
taxpayers’ perceptions towards the self-assessment system which was to be introduced (at that time), 
suggested the presence of tax complexity in Malaysia, particularly in terms of recordkeeping, too much 
detail in the tax law and ambiguity. The findings were partly consistent with the six potential causes of 
complexity labeled as: ambiguity, calculations, changes, details, forms and record-keeping, identified by 
Long and Swingen (1987). Such complexity was also present in Australia where it forces taxpayers to 
engage tax agents to deal with their tax matters (McKerchar, 2003). McKerchar (2003) further identified 
the most common problem faced by taxpayers is to understand the instructions in the Taxpack 2000. This 
is followed by the problems of understanding the rules, the tax return forms and other relevant written 
information provided by the tax authority. In addition, Milliron (1985) claimed in her study of jurors that 
the participants viewed complexity and fairness as distinct but incompatible features of the income tax 
system. Erich et al. (2006) share a similar view on the inverse relationship between complexity and fairness 
perceptions. In their study on Australian taxpayers and tax officers, Erich et al. (2006) claimed that 
complexity in tax law resulted in a negative perception of the tax system and consequently encouraged an 
unwillingness to comply. 
 
  CONCEPTUAL FRAMEWORK 
 



















This study examines the following research hypotheses: 
 
H1: Tax knowledge positively influences the dimensions of fairness perception of Malaysian Taxpayers  
 
H2: Tax complexity negatively influences the dimensions of fairness perception of Malaysian Taxpayers  
 
H3: Malaysian taxpayers perceive fairness dimensions positively and significant influence taxpayers’ 
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The respondents in this study were drawn from FGV Holdings Berhad employees in Head Quarters 
(HQ) located at Menara Felda, Platinum Park, No 11 Persiaran KLCC, 50088 Kuala Lumpur. The group of 
respondents involved employees from different backgrounds which consisted of gender, age, ethnicity, 
education qualification, annual income, filing experience and position in the company. The respondents 
were considered to react differently on questions about tax knowledge, tax complexity and fairness of SAS 
implementation in Malaysia. The reason for choosing FGV Holdings Berhad was to study employees’ 
fairness perception and how this factor influences them to comply with SAS in individual taxation. 
Quantitative data was collected using 5-Point Likert-scale questionnaire that was designed for this study 
mainly items adopted from previous studies. Questionnaires had been distributed to a sample of 310 in 
hardcopy form through Human Resources Department of each subsidiary in FGV Group. In order to 
increase the response rate, effort on phone call reminders were made to the Human Resources Department 




This study is a causal research which is used to determine a definitive causal relationship (Sekaran, 
2010). It is am at discovering the fairness perceptions of Malaysian taxpayers towards Tax Self-Assessment 
System (SAS) and how their perceptions influence their intention to comply obediently towards Tax Self-
Assessment System (SAS). Some reason to be observed here are the influence of tax knowledge and tax 
complexity and their impact towards fairness perception and how these elements subsequently affect the 
intention to comply obediently by the taxpayer. In addition, this study also aims to investigate whether 
taxpayers in Malaysia perceive the Malaysian income tax system as fair or unfair by studying their level of 
tax knowledge and acceptance of tax complexity. Finally this study final aim is to determine whether there 
is an acceptable degree of tax compliance in Malaysia or noncompliance is prevailing. 
Twenty items will be used to measure the seven dimensions of fairness, namely general fairness, 
exchange fairness, horizontal fairness, vertical fairness, retributive fairness, personal fairness and 
administrative fairness. General fairness relates to an overall fairness evaluation of the income tax system. 
Exchange fairness is concerned with reciprocal exchange between taxpayers and the government, horizontal 
fairness deals with equal tax treatment among taxpayers in similar economic positions. Vertical fairness 
will be assessed based on the ability to pay principle and preference for tax rate structure, either a flat rate 
or progressive rate. Retributive fairness is concerned with the fairness of punishments imposed while 
personal fairness, leads to individuals’ judgments about whether the income tax system is favorable to them. 
Finally, administrative fairness relates to the content of the tax law (policy fairness) and procedures 
employed by the tax authority (procedural fairness). Out of these 20 items, six are adapted from the previous 
study (Gilligan & Richardson, 2005) while the remaining items are adapted from the previous study by 
Natrah. S (2009) with reference to the concept of fairness in Equity Theory and the Malaysian income tax 
system. The items are scaled such that a higher number reflects a fairer perception. 
For compliance behavior, a hypothetical tax scenario relating to understating other income was developed. 
Following the scenario, 17 statements relating to the TPB variables (intention, attitudes, subjective norm 
and perceived behavioral control) are generated and the respondents will be requested to express their 
opinions on the statements. Intention, attitudes and subjective norm are scaled such that a higher number 
corresponds to more compliance with tax obligations. Perceived behavioral control, on the other hand, 
measures control over noncomplying with tax obligations and are scaled such that a higher number reflects 
higher control over non-compliance. 
Nine items to measure tax knowledge are developed based on various definitions available in previous 
studies. These items are categorized into general knowledge, legal knowledge and technical knowledge. 
General knowledge associates to a broad idea of the income tax system such as its purpose and the tax 
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structure. Legal knowledge emphasizes taxpayers’ knowledge on the regulation aspects of the income tax 
system such as responsibility to submit their tax return forms timely and the penalty for noncompliance. 
Technical knowledge concerns with taxpayers’ ability to fill and file their tax return forms themselves. Next, 
in measuring tax complexity, seven items are developed measuring both content and compliance 
complexity. Content complexity relates to difficulty in understanding tax-related materials while 
compliance complexity concerns with taxpayers’ difficulty to comply with their tax obligations. Tax 
knowledge is coded such that a higher number reflects higher tax knowledge. Tax complexity, on the other 
hand, is scaled such that a higher number corresponds to a lower level of tax complexity. 
In this study, all items are developed based on the 5-point Likert Scale, from strongly disagree (1) to 
strongly agree (5). In addition, respondents are also asked to provide demographic background information, 





The hypothesized model was analyzed using the correlation and multiple regression analysis 
Correlation was used to quantify the association between two continuous variables where correlation 
coefficient were estimated specifically using the Pearson Product Moment correlation coefficient. 
Furthermore regression analysis was conducted to study the influence of independent variables to dependent 
variable which indicated by the β, t and R2. 
 
The Pearson Correlations Analysis and Regression Analysis 
 
Correlation outputs between the studied construct are shown in Table 4.7. Generally, the Pearson 
correlations between the dependent variables and each of the independent variables were found to be 
significantly correlated. So, regression analysis was performed, introducing all the independent variables 
simultaneously.  
 




Results of regression analysis is shown in path of coefficients in figure 2 which indicates a 
significant influencers of taxpayer’s intention to comply with individual tax payment via SAS. The R2 value 
of 0.567 for intention to comply indicated that fairness perceptions, tax knowledge, tax complexity, attitude 
(affective and instrumental), subjective norm and perceived behavioral control accounted for 56.7% of the 
variance of the construct. The path coefficients on variables under studied shows that the direct effects in 
fairness perceptions on compliance behavior, it was discovered that horizontal fairness was the only 
dimension that was significant, at the level of 0.005. However, the path coefficient was in the opposite 
direction to that expected. 
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The model also describes the path coefficient of tax knowledge and tax complexity on fairness 
perceptions. In general, the results show that tax knowledge had effects on fairness perceptions to a certain 
degree, except for horizontal fairness. Particularly, general knowledge had a significant positive influence 
at the level 0.005 on five dimensions if fairness which excluding horizontal fairness and retributive fairness. 
Furthermore, technical knowledge was found to have significant influence on vertical fairness, retributive 
fairness and personal. It also found that legal knowledge was only significant in shaping taxpayers’ 
perceptions on retributive fairness. 
In relation to the effect of tax complexity, results revealed that tax complexity had no significant 
influence on vertical fairness and retributive fairness. Other than that, content complexity was found to have 
no effects on all dimensions of fairness perceptions, while compliance complexity only had an effect on 
administrative fairness. 
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CONCLUSION AND DISCUSSION 
 
Discussions 
The purpose of this study, was to examine the fairness perception on Malaysian taxpayers on the 
income tax system and how their perceptions influence their intention to comply. Furthermore, this study 
was also conducted to examine the influence of tax knowledge and tax complexity on their intention to 
comply. Therefore, well-established model of TBP was used. The TBP provides a theoretical framework 
of behavioral determinants consisting of intention, affective and instrumental attitudes, subjective norm and 
perceived behavioral control. For the purpose of this study, fairness perceptions were included to extend 
the existing of TBP model, particularly in the tax compliance environment. Generally, the results suggest 
that the TBP model fits the data well. Hypothesis 1, predicts that tax knowledge will positively influence 
fairness perceptions. Among three dimensions of tax knowledge, general knowledge of the income tax 
system was proven to have an influence on all dimensions of fairness except horizontal fairness and 
retributive fairness. Meanwhile for legal knowledge only had a significant influence on retributive fairness. 
Technical knowledge was discovered to have significant effects on vertical fairness, retributive fairness and 
personal fairness. In general, the findings provide partial support to Hypothesis 1, which suggest that tax 
knowledge has positively influence fairness perceptions. The findings are found to be consistent with 
previous studies conducted by Fallan (1999), White et. al.(1990) and Harris (1989), that suggested that tax 
knowledge would increase fairness perceptions. 
Hypothesis 2, in regards to tax complexity, the findings showed that general fairness, exchange 
fairness, horizontal fairness, personal fairness and administrative fairness were highly influenced by the 
complexity of the content of the income tax law. Furthermore, complexity to comply was reported to have 
a significant influence on administrative fairness. This shows that belief that the content of tax law which 
involved tax policy and procedure is somehow a burden to the taxpayer. The findings are consistent with 
Hypothesis 3 where tax complexity negatively influences the dimensions of fairness perceptions. 
Specifically, this study that a lower level of tax complexity positively influenced fairness perceptions as 
reported in previous studies (Enrich et al, 2066; Cialdini, 1989; Carrol, 1987). 
This study reveals that taxpayers view fairness of the income tax system from various perspectives, 
namely general fairness, exchange fairness, horizontal fairness, vertical fairness, retributive fairness, 
personal fairness and administrative fairness. This is consistent with previous studies which contend that 
fairness perceptions are multidimensional (Azmi & Perumal, 2008; Gilligan & Richardson, 2005; Gerbing, 
1988). Hypothesis 3, predicts that fairness perceptions will positively influence compliance behavior. 
Specifically, the hypothesis suggests that the fairer taxpayers perceive the tax system, the more likely they 
will comply with their tax obligations. However, the findings provide no support to this contention. A 
possible explanation for such findings is that the fact that taxation lies in highly legalized environment. In 
such environment, whether a system is perceived fair or not, taxpayers have no choice but to comply. 
Otherwise, they will subject to penalties. In other words, despite their resentment with the income tax 
system, they still need to pay tax which is compulsory on them. 
Unexpectedly, horizontal fairness is found to have a negative effect on compliance behavior. This 
suggests that the fairer taxpayers perceive the income tax system, the less likely for them to comply. The 
possible explanation for this belief that taxpayers should not be taxed equally with sole reference to their 
annual income without considering their financial responsibilities and social welfare. For instance a single 
person earning an annual income of RM100,000 should not be taxed at similar rate with a married taxpayer 
with three children even though he is earning similar amount of incomes, due to their different 
circumstances. In other words, taxpayers were suggesting that if all others remain constant, horizontal 
fairness will motivate them not to comply. The use of TBP to study taxpayers’ intention to comply offers a 
good explanation on taxpayers’ behavior. Further test was conducted to examine and understand the effects 
of behaviors on intention to comply. The findings demonstrate that affective attitude, instrumental attitude 
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and subjective norm proved to be significant factors but not the perceived behavioral control. In other words, 
the findings indicate that the higher the attitude towards compliance the more likely a taxpayer would 
comply with his or her tax obligations. Relatedly, the higher a taxpayers’ comply with his or her referent 
group, the higher would be their compliance. Other than that, the findings also suggested that better 
perceptions on horizontal fairness would improve taxpayers’ instrumental attitude towards compliance. 
Generally, the findings suggest that fairness the fairness perceptions do not necessarily form taxpayers’ 
attitudes towards compliance. 
 
Implications of Study 
 
This study provides evidence that Malaysian taxpayers perceive fairness of the income tax system 
is several dimensions. However, such dimensions, with the exception of horizontal fairness, seem to have 
no significant influence on their compliance behavior. On the contrary, attitudes and subjective norm as 
highlighted in TBP have been significantly influential. This empirical evidence should add to literature on 
compliance behavior. In Malaysia particularly, the findings would provide an important update on the 
existing evidence documents. Furthermore, the findings should be beneficial to policy makers and tax 
authority as they highlight the fairness dimensions and relevant factors that need attention. 
In addition to that, this study should also help tax researchers generally to understand the role of 
tax knowledge and tax complexity in fairness perceptions. For policy makers, the empirical evidence offers 
guidance in developing tax education and simplification programmes. Lastly, this study provides clear 
evidence that the TBP model has significant potential to contribute to tax compliance literature. The 
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